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Cross Reference to Related Applications 

This application claims priority to U.S. Provisional Patent Application Ser. No. 
60/31 5,543, filed August 26, 2001 , entitled "SYSTEM AND METHOD FOR LIMIT OF 
DEBT ACCUMULATION", the disclosure of which is incorporated herein by reference. 

Background of Invention 

[0001] /. Field of the Inventionlhe present invention relates to investment instruments, 
and more particularly to methods to control the concentration of debt instruments by 
individuals or groups acting in concert. 

[0002] Z Description of the Related Art Almost all American corporations have protected 
themselves against unwanted stock accumulations by adopting a shareholders rights 
plan, commonly called a Poison Pill. The Poison Pill can be adopted by the Board 
without shareholder approval and limits stock accumulations. Indeed, the Poison Pill 
was developed to avoid the requirement of shareholder approval to thwart the veto of 
large stockholders, including institutional investors. By its design, the Poison Pill limits 
liquidity of accumulators and large holders since blocks cannot be sold that exceed 
the pill's designated percentage limitations. Investors have all adjusted to the Poison 
Pill and most shareholders are now comfortable that it is a fixture in the corporate 
landscape, a necessary corporate device protective of public shareholders, although 
institutional investors from time to time seek redemption of certain corporate Poison 



Equity shareholders, however, still remain unprotected against accumulation of 
company debt that trades publicly. When a corporation's fortunes sag or the economy 



Pills. 
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is in a down cycle where corporate debt in many industry segments trades at 
substantial discounts, accumulators of debt have a powerful say in the future of the 
corporate enterprise and the value of the equity. Indeed debt accumulators can 
control the debt structure of a corporation, extract enormous premiums from the 
equity when covenants have to be amended and can block beneficial reorganizations. 
Accumulations occur at all levels of the debt structure, including bank debt and other 
senior public instruments, not only junk bonds. In good times, debt accumulations 
don't matter (and there is little economic incentive to accumulate) but in hard times 
accumulators of debt at a discount determine the fate of the enterprise and the value 
of the equity. 

[0004] Corporate debt markets and debt accumulators are largely unregulated compared 
to the regulatory scope of the Williams Act for equity accumulators. For most 
purposes, debt markets are a wild west. There are no brakes on debt accumulations 
nor is public reporting required. Accordingly, companies have no advance notice of 
large accumulations. In some markets, investors can accumulate debt with impunity 
and become bolder as debt prices sag. 

[0005] What is needed is a remedy for new issuances of debt securities and remedies for 
currently traded debt securities, depending on the capital structure of the corporation, 
that can be adopted by the Board, like a Poison Pill. 

Summary of Invention 

[0006] In one embodiment, the invention provides a method and system for managing 
concentration of debt, the method comprising determining a debt concentration 
threshold, and associating a condition with a debt instrument, the condition changing 
at least one parameter of the debt instrument, the condition available when an entity 
holds more debt instruments than the debt concentration threshold. 



[0007] 



In one embodiment, the debt instrument is issued with the associated condition. 
In one embodiment, a parameter of the debt instrument is changed. In one 
embodiment, the change in parameter occurs when an entity holds more debt 
instruments than the debt concentration threshold. In one embodiment, concentration 
of debt instruments by entities is monitored. In one embodiment, the debt 
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concentration threshold is changed. In one embodiment, the entity is an investor. In 
one embodiment, the investor is an individual investor. In one embodiment, the 
investor is an institutional investor. In one embodiment, the entity is an affiliated 
group of investors. In one embodiment, the entity is a group of investors acting in 
concert. In one embodiment, associating the condition with the debt instrument 
occurs before issue of the debt instrument. In one embodiment, associating the 
condition with the debt instrument occurs after issue of the debt instrument. In one 
embodiment, the parameter changed by the condition serves to subordinate the debt 
instrument to other debt instruments. In one embodiment, the parameter changed by 
the condition serves to restrict voting. In one embodiment, the parameter changed by 
the condition serves to restrict redemption of the debt instrument. In one 
embodiment, the parameter changed by the condition serves to change the series of 
the debt instrument. 

Brief Description of Drawings 

[0008] The foregoing features and other aspects of the invention are explained in 

following description taken in conjunction with the accompanying figures wherein: 

[0009] FIG. 1 illustrates a system according to one embodiment of the invention; 

[0010] FIG. 2 illustrates a method according to one embodiment of the invention; 

[001 1] FIG. 3 illustrates a method according to one embodiment of the invention; 

[001 2] FIG. 4 illustrates parameters of debt instruments without the invention; 

[0013] FIGs. 5, 6 and 7 illustrate parameters of debt instruments with the invention; 

[001 4] FIG. 8 illustrates parameters of debt instruments without the invention; and 

[001 5] FIG. 9 illustrates parameters of debt instruments with the invention. 

[001 6] It is understood that the drawings are for illustration only and are not limiting. 



Detailed Description 



[0017] 



Referring to FIG. 1 , an embodiment of a system 1 00 according to the invention 
typically includes computers 102, 104, 106, 108, interconnected by a network 110, 
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such as the Internet. Computers 1 02, 1 04, 1 06, 1 08 typically include a processor 1 1 2, 
memory 1 1 4, a network interface 1 1 6, removable storage 1 1 8, fixed storage 1 20 and 
input/output 1 22. The various elements are interconnected by a bus 1 24. Computers 
102, 104, 106, 108 are used by debt instrument issuers, holders, brokers, agents, 
advisors and secondary markets. The network interconnection 1 1 0 between 
computers 102, 104, 106, 108 allows information exchange on debt instrument 
holdings and conditions associated with debt instruments. 

[0018] In various embodiments of the invention, system 100 is used during phases of the 
issue and administration of debt instruments, as described more fully below. 

[0019] FIG. 2 illustrates new debt issuances as one embodiment of the invention, and FIG. 
3 illustrates one embodiment of the invention for debt securities that are already 
traded. Referring first to FIG. 2, at step 202, a debt concentration threshold is 
determined. In most cases, the threshold is a percentage, although it could be a 
number of shares, or a dollar amount. The threshold level is set sufficient high so that 
the concentration of debt holdings of most investors will not reach and cross the 
threshold, but also sufficiently low that it prevents individual investors, or groups of 
investors from gaining sufficient leverage to significantly affect operations of the 
company. The decision on where to set the threshold will consider the diversity of the 
investor group holding similar debt instruments. For some instruments, a lower 
threshold may be more appropriate, while other instruments will find a higher 
threshold more appropriate. 

[0020] After the debt concentration threshold is determined, then at step 204, the 
threshold is associated with the debt instrument. Where the instrument itself has 
terms and conditions, the terms and conditions of the invention are incorporated with 
those terms and conditions. Alternatively, where the terms and conditions of the 
instrument are contained in an offering instrument, then the terms and conditions of 
the invention are incorporated in the offering instrument. There is no particular 
preference, so long as the terms and conditions are associated with the debt 
instrument. 

[0021] At step 206, the new debt instrument and the associated debt concentration 
threshold is issued. 
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[0022] For each new issue of debt, the indenture or loan instrument provides that: in the 
event that any entity or affiliated group or entities acting in concert as a group 
acquires more than some threshold (e.g., 1096) of the principal amount of the 
indebtedness under the loan instrument, then amounts held in excess of such 
threshold are deemed to be subordinated to the other debt issued under the loan 
instrument. In addition, indebtedness exceeding the designated threshold may not be 
entitled to vote with respect to issues in which a vote is required. Typically, the 
threshold is a percentage. 

[0023] To the extent that the instrument provides for a sinking iftfnd, then in another 
embodiment, indebtedness in excess of the designatecj^tfireshold is not redeemable 
until the other indebtedness is fully redeemed. TJ>£subordinated debt is deemed a 
new series under the Indenture or instrume#fand a new Trustee is appointed for the 
series, in the event of a default, to coprjDly with the Trust Indenture Act. The 
prohibition against the formatimrof groups prohibits "d hoc committees M, of bond 
holders who aggregate economic and voting power against the issuer. Such terms in 
the instrument or theMlaenture are disclosed in the offering circular or prospectus 
and are binding arfthe initial purchasers at the time of purchase and thereafter on all 
subsequent>6lders. Such consensual arrangements protect the company from 
accuiTmHitors. Since such provision is simple and effective, an investor will not want to 
crpis the threshold. In other words, once the line is drawn, it will be honored. 

[0024] Once the debt instruments are issued, investors holding the^tebt instruments may 
rade them on a secondary market. Although an investor oF^roup of investors may 
not initially acquire or hold sufficient debt instruments to cross the threshold, during 
this secondary market trading, they may ac^afre a sufficient quantity of the particular 
debt instrument in the secondary mapk£t that their holdings cross the threshold. At 
step 208, the debt instrument^tfoldings of various investors and groups are 
monitored to deterctthte^ent. There are numerous methods for monitoring 
concentration of dpm instruments by individual investors or groups of investors 
acting in concert, and the method used is not unique to the invention. 





[0025] 



At step 210, system 100 checks to see if the concentration threshold conditions 
have been satisfied. If so, then at step 212, system 100 changes at least one 
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parameter of the debt instrument. It is also possible that multiple parameters of the 
debt instrument are changed at step 2 2. Once the parameter or parameters are 
changed, the new parameters are attached to the debt instrument and any subsequent 
holder of the debt is similarly obligated to abide by the changed parameters. If the 
parameters were changed at step 212, system 100 returns to step 208 to monitor 
debt concentrations. 

[0026] If system 1 00 determines at step 210 that the debt concentration threshold is not 
met, then at step 214, system 1 00 determines whether there is a change in the 
threshold. Variations in this format are possible for marketing purposes of new 
issuances of corporate debt, which would include, for example, a 1 5 or 20% 
designated threshold percentage at the time of original issue, with the ability of the 
Board of Directors to bring the threshold percentage down to 10%. Those purchasers 
who have acquired more than 10% before the re-designation are grandfathered, but 
not purchasers from them. It is also possible to put limits on the Board in its re- 
designation, based on the credit rating of the instrument or the discount at which the 
notes or debentures are trading in the public market. Such constraints are the subject 
of negotiation, but generally you would expect that the company would want to have 
freedom to make a change at a time and in a percentage it deemed appropriate. 

[0027] If system 1 00 determines that there is a change in the debt concentration 

threshold at step 214, then at step 216 the new debt concentration threshold is 
determined, and at step 21 8, the new threshold is associated with the appropriate 
debt instruments. System 1 00 then returns to step 208 to monitor debt concentration. 

[0028] If system 1 00 determines that there is no change in the debt concentration 
threshold at step 214, then system 1 00 returns to step 208 to monitor debt 
concentration. 

[0029] The j nvent j on illustrated in FICs. 1 and 2 is prophylactic and can be adopted by all 
companies whatever their circumstances. Forward planning, in this case, is non- 
obtrusive and simple and prevents unexpected mischief in the event of any change in 
business or market circumstances. Unlike an equity Poison Pill, which can entrench 
management, the invention is protective of the equity and not a great limitation on the 
institutions. Many institutions have investments in both debt and equity of the same 
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enterprise and, therefore, by its very nature, the invention, protective of the capital 
structure, is readily acceptable. 

[0030] Referring now to FIGs. 1 and 3, another embodiment of the invention applies with 
respect to currently outstanding debt issuances. In this example, the Board can use 
another embodiment of the invention, with the same result, following a slightly 
different tactic from that suggested for original issuances. 

[0031] At step 302, debt instruments are issued just as they are done without the instant 
invention, meaning that there is no concentration threshold associated with the debt 
instruments. 

[0032] 

At step 304, after the debt instruments have been issued, the company announces 
*j / that it has concluded that it is not in the best interests of its shareholders for its debt 
to be accumulated and adopt a debt rights plan, much in the s^me way companies 
announce an equity Poison Pill. In this step, the Board determines the debt 
concentration threshold, and at step 306, the concentration threshold is associated 
with the already issued debt instruments. The debtpights plan provides that in the 
event that any entity or group crosses the designated percentage threshold, the 
company will issue Rights to its security holders allowing them during a sixty-day 
period to voluntarily exchange their debt Instrument for an instrument which is 
secured by the assets of the company,,5ubordinated to claims of all superior 
indebtedness. In other words, in the'event of default or liquidation, the holders of the 
newly exchanged securities can ktok to the assets of the corporation in preference to 
the security holders of pari passu debt not entitled to be exchanged. The 
collateralization provision requires consents of senior indebtedness, which would 
likely limit liens on all debt, but the new lien can be drapft to be eleffeive only when 
the newly exchangecKaebt has a right to payment and all senior debt claims have been 
satisfied. Therefore, such collateralization does not interfere with any of the rights of 
the indebtedness. Such consents from senior debt should be obtainable where the 
corporation is not in default and would be put in a precarious position by debt holders 
seeking ar/early exchange of securities or rates that would deplete assets that should 
be available to the senior debt. More difficult is the situation where the subject debt 
has its/own limitation on liens provision, but that too can be managed by offering a 
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non-current pay interest rate increase or an earlier maturity, which effectively 
subordinates the instrument in the hands of the accumulator. No consents fro 
senior debt are required where such adjustments are made. The securities^fo be 
exchanged can be offered to the holders who hold securities in exc^s of the 
designated percentage limiting such accumulators to exchang^sTup to the designated 
percentage or the rights can exclude accumulators' indebtedness entirely. The choice 
to be made depends on the circumstances giving v\s&\o the issuance of the debt 
rights plan. Generally, it would be favorable to^eficourage the accumulator to 
exchange or give the accumulator the opportunity to do so, up to the designated 
percentage, since this encourages di^osition of the excess. In any event, this 
embodiment of the invention is^artso prophylactic and provides a line above which 
accumulators will not cros^in the same way stock accumulators will not cross the 
poison pill threshold^Xshould be noted that the new security exchanged will bear the 
subordination prpwsions described for new issuances of securities. Thus, this new 
instrumenryvfll, by its own terms, limit accumulations. All such exchanges can be . 
effect^eTon a tax free basis to the corporation and the debt holders. ^ ,j 

[0033] The device of using rights is simple and eleffive, does not have any detrimer * ] 
effect on the capital structure of the company, other than to prevent accumulations 
and is significantly beneficial to the stockholders. Accordingly, all corporations with 
outstanding indebtedness can use the invention whether or not there is a current 
problem with their securities. To act after accumulations have occurred is to put a 
corporation in a position where it has to grandfather the accumulators' incursions into 
the corporation's debt structure, which might be quite material by the time that 
corporation finds about it. 

[0034] In situations where the invention is applied to existing debt, careful examination 
of the company' s outstanding indebtedness is required, but in most situations the 
invention can be cranedfto fit into the capital structure without undue conflict. It is 
best adopted before there is a default. 



[0035] 



Once the debt concentration threshold is associated with the debt instruments at 
step 306, the invention uses the steps (208 - 218) as illustrated in FIG. 2 to monitor 
debt concentration and change parameters or change the debt concentration 
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threshold. 



[0036] Referring to FIGs. 4-7, some of the different types of parameter changes are 

illustrated. FIG. 4 illustrates a debt instrument (402) without the invention, where all 
of the instruments have a particular maturity and a particular rate of return. In FIG. 5, 
with the invention, some of the debt instruments (402) have the same maturity and 
rate as illustrated in FIG. 4, but other debt instruments (502) have lower rate of return. 
Similarly in FIG. 6, some of the debt instruments (402) have the same maturity and 
rate as illustrated in FIG. 4, but other debt instruments (602) have longer maturity. 
Finally, in FIG. 7, some of the debt instruments (402) have the same maturity and rate 
as illustrated in FIG. 4, but other debt instruments (702) have both lower rate of return 
and longer maturity. 

[0037] Referring to FIGs. 8 and 9, another type of changed parameter of the debt 

instrument is illustrated. In FIG. 8, without the invention, investors hold different 
quantities of debt instruments with different priority for the debt instruments (802, 
804, 806). In FIG. 9, with the invention, as long as the concentration of a particular 
debt instrument is below the threshold (802, 806) there is no change in priority. 
However, for the debt instruments where the concentration is above the threshold 
(e.g., 804 in FIG. 8), the parameters of some of those holdings are changed. As 
illustrated, the amount of the holding that is below the threshold (902) remains 
unchanged. However, for the quantity of the debt instruments above the threshold 
(904), there is a change in priority. This change in priority (one of the parameters) 
attaches to those debt instruments (904) and serves to make them less valuable. 



Although illustrative embodiments have been described herein in detail, it should 
be noted and will be appreciated by those skilled in the art that numerous variations 
may be made within the scope of this invention without departing from the principle 
of this invention and without sacrificing its chief advantages. For example, it is 
possible that the change in parameter of the debt instrument attaches to the debt 
instrument and is therefore a permanent change. Alternatively, it is possible that the 
change in parameter of the debt instrument is temporary and only depends on the 
holdings of the investor or group of investors. In this way, if the conditions that 
caused the holdings to exceed the threshold are reversed, the condition is removed 



[0038] 
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from the debt instrument. There are of course advantages and disadvantages for each 
possible embodiment. 

[0039] Unless otherwise specifically stated, the terms and expressions have been used 

herein as terms of description and not terms of limitation. There is no intention to use 
the terms or expressions to exclude any equivalents of features shown and described 
or portions thereof and this invention should be defined in accordance with the claims 
that follow. 
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